REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL ON THE 
FINANCIAL STATEMENTS OF THE LEKWA-TEEMANE LOCAL 
MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2006 


1. AUDIT ASSIGNMENT 

The financial statements as set out on pages to for the year ended 30 June 2006, have 

been audited in terms of section 188 of the Constitution of the Republic of South Africa, 1996, read 
with sections 4 and 20 of the Public Audit Act, 2004 (Act No. 25 of 2004) and section 126 of the 
Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA). These financial 
statements are the responsibility of the Municipal Manager. My responsibility is to express an 
opinion on these financial statements, based on the audit. 


2. SCOPE 

The audit was conducted in accordance with the International Standards on Auditing read with 
General Notice 1512 of 2006, issued in Government Gazette no. 29326 of 27 October 2006. Those 
standards require that I plan and perform the audit to obtain reasonable assurance that the 
financial statements are free of material misstatement. 

An audit includes: 

• examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements 

• assessing the accounting principles used and significant estimates made by management 

• evaluating the overall financial statement presentation. 

Furthermore, an audit includes an examination, on a test basis, of evidence supporting compliance 
in all material respects with the relevant laws and regulations, which came to my attention and are 
applicable to financial matters. 

I believe that the audit provides a reasonable basis for my opinion. 


3. BASIS OF ACCOUNTING 

The municipality’s policy is to prepare the financial statements on the entity specific basis of 
accounting as described in paragraph 1.1 of the accounting policies to the financial statements. 


4. QUALIFICATION 

4.1 Funds and reserves 

4.1.1 A housing operating account of R299 888 was incorrectly included as a statutory fund in 
note 1 to the financial statements. The account should have been transferred to a Housing 
Development Fund in terms of Section 6(1) of the Housing Act, 1997 (Act No. 107 of 1997). This 
fund was also not supported by an investment account. 




4.1.2 Statutory funds of R15 754 535, Reserves of R1 028 133, Provisions of R67 657 and 
Trust Funds of R150 000 were incorrectly written off to provision for bad debts. This is not allowed 
in terms of the standards prescribed by the Institute of Municipal Treasurers and Accountants in its 
Code of Accounting Practice (1997) and led to the understatement of funds and reserves. 

4.2 Trust funds 

The completeness, valuation and rights and obligations of the Trust Fund MSP3 of R1 383 449 
included in note 3 to the financial statements could not be satisfactorily tested due to a lack of 
supporting documentation substantiating income of R5 390 000 received on the fund. These funds 
were obtained in prior years but only recorded in the financial statements in the current year. 

4.3 Long-term liabilities 

The council was unable to pay some of its external loan obligations during the financial year as 
well as previous financial years, which resulted in cumulative interest of R6 110 078 being 
capitalised. This is also regarded as fruitless expenditure and should be dealt with in terms of 
section 32 of the MFMA. 

4.4 Fixed assets 

The completeness, valuation and existence of fixed assets of R4 012 442 disclosed in note 6 to the 
financial statements could not be satisfactorily tested due to the following: 

(a) The fixed assets as per the fixed asset register exceeded the fixed assets as per the 
general ledger with R377 757. 

(b) A listing of all land registered in the name of the council could not be obtained from the 
asset register. 

4.5 Cash and bank 

4.5.1 Notwithstanding paragraph 3.4 of the previous audit report, the final bank reconciliation 
between the favourable cashbook balance of R1 109 962 as per the main ledger account of the 
former Bloemhof Administrative Unit and the actual bank balance of R35 920, which was closed 
and transferred to the combined bank account of the Lekwa-Teemane Local Municipality on 
2 April 2003, could not be submitted for audit. Consequently I did not obtain all the information and 
explanations I considered necessary to establish the valuation and existence of the disclosed cash 
book balance as per the financial statements. 

4.5.2 Bank accounts of R346 227 as per bank confirmations received were not included in the 
bank overdraft of R3 620 599 disclosed in the balance sheet under current liabilities. This resulted 
in the overstatement of the bank overdraft. 

4.5.3 Included in the bank overdraft of R3 620 599 as per the balance sheet were outstanding 
cheques of R1 528 203. The cheques were not reclassified as creditors resulting in the 
overstatement of the bank overdraft and understatement of creditors. 



4.6 


Debtors 


4.6.1 Debtors of R1 708 320 written off during the 2005/2006 financial year as per the general 
ledger did not agree to the approved list of bad debts written off of R2 422 472, resulting in the 
overstatement of debtors of R714 152. Furthermore the details disclosed in note 10 to the financial 
statements incorrectly states that debtors of R170 831 have been written off during the 2005/2006 
financial year. 

4.6.2 Debtors older than 90 days of R77 880 713 as per the debtors age analysis as at 
30 June 2006 exceeded the provision for bad debts of R31 445 606 disclosed in note 10 to the 
financial statements indicating an understatement in the provision for bad debts and the 
subsequent overstatement of debtors. 

4.7 Provisions 

The valuation, completeness, accuracy and rights and obligations of the leave reserve of R480 575 
disclosed in note 12 to the financial statements could not be satisfactorily tested due to a lack of 
supporting schedules and calculations. 

4.8 Creditors 

Creditors of R25 526 400 disclosed in note 13 to the financial statements was understated with 
R393 375 due to expenses incurred in the 2005/2006 year but only paid in the subsequent year, 
not being provided as creditors. 

4.9 Revenue 

4.9.1 Income received for digger pan fees of R350 827 and included in the actual income of 
R63 326 567 as per the income statement could not be verified due to the lack of contracts 
between Lekwa-Teemane Local Municipality and the prospectors. 

4.9.2 Water meter readings captured on the Venus System exceeded the actual meter readings 
resulting in a projected overstatement of R590 871 in the sale of water of Rll 148 907 included in 
the income statement. The occurrence and completeness of water services income could therefore 
not be verified. 

4.9.3 Electricity meter readings captured on the Venus System exceeded the actual meter 
readings resulting in a projected overstatement of R1 217 171 in the sale of electricity of 
R15 842 500 included in the income statement. Occurrence and completeness of electricity 
income could therefore not be verified. 

4.10 Expenditure 

4.10.1 Supporting documentation for expenditure of R27 119 955 included in general expenditure 
and repairs and maintenance of R35 585 200 as per the income statement, could not be submitted 
for audit purposes. 

4.10.2 Operating lease contracts could not be obtained for audit purposes. 

4.10.3 Due to various transactions incorrectly recorded in the general ledger, expenditure is 
understated and the net surplus overstated with R570 360. 


4.11 Cash flow statement 



The net cash flow of R255 755 (credit) differs with R1 011 841 from the net cash utilised of 
R756 066 (debit) disclosed in the cash flow statement. 


5. DISCLAIMER OF AUDIT OPINION 

Because of the significance of the matters in the preceding paragraph, I do not express an opinion 
on the financial statements. 


6. EMPHASIS OF MATTER 

Without further qualifying the audit opinion expressed above, attention is drawn to the following 
matters: 

6.1 Unauthorised expenditure 

Contrary to the determination of upper limits of salaries, allowances and benefits of members of 
municipal councils by the Minister for Provincial and Local Government, cell phone allowances in 
excess of the upper limits was paid to councillors. The over-expenditure of R39 508 in this regard 
is regarded as unauthorised expenditure and should be dealt with in terms of section 32 of the 
MFMA. 

6.2 Going concern 

Lekwa-Teemane Local Municipality can not be regarded as a going concern due to the following: 

• The outstanding consumer debtor balance of R81 897 043 as at 30 June 2006 increased with 
R 10 792 297 compared to the balance of R71 104 746 as at 30 June 2005. The debtor 
recovery period based on consumer debtors only for the year under review was calculated at 
503 days, mainly due to the council’s debt control policy not being implemented. 

• The council could not pay its loan obligations during the year under review. 

• Due to the late payment of obligations the council paid interest and penalties to third parties 
during the financial year. 

• Bad debts of R1 708 320 was written off during the year under review and the provision for 
bad debts was increased with R 21 601 099 to R 31 445 606. This is however still considered 
insufficient. 

• The creditor balance of R25 526 400 as at 30 June 2006 increased with R 2 631 994 as 
compared to the balance of R22 894 406 as at 30 June 2005. The non-payment of these 
outstanding accounts could result in the charging of penalties and interest, which will be 
regarded as fruitless expenditure. 

6.3 Financial statements: Presentation and disclosure 

The financial statements submitted for audit do not adequately meet the standards of accounting 
presentation and disclosure as required by the Institute of Municipal Finance Officers, as follows: 

• The total budgeted gross expenditure for 2005/06 as per Appendix D did not cast. 

• Actual net expenditure for 2004/05 as per Appendix D did not cast. 

• The municipality incorrectly included free consumption and their own water and electricity in 
the calculation of reticulation losses. 



• Non-compliance with the MFMA, as listed in paragraph 6.7 of this report, was not disclosed in 
the notes to the financial statements. 

• The bank overdraft facility was secured with a Momentum policy. This fact was not disclosed 
in the notes to the financial statements. 

• External loans of R12 090 288 as per appendix B differs with R8 077 846 from the net fixed 
assets of R4 012 442 as per appendix C to the financial statements. Although R6 110 078 of 
this difference can be attributed to the capitalisation of interest due to the non-payment of loan 
obligations, the remaining difference of R1 967 768 could not be satisfactorily explained. 

6.4 Inventory 

We were unable to observe the count of physical inventories due to the limitations placed on the 
scope of our work by the municipality. Consequently, we did not obtain all the information and 
explanations we considered necessary to satisfy ourselves as to the existence of inventory of 
R288 646 disclosed in the financial statements. 

6.5 Non-compliance with laws and regulations 

6.5.1 Municipal Finance Management Act, 2003 (Act No. 56 of 2003): 

(a) Contrary to section 15, the Mayor did not table the budget at a council meeting at least 90 
days before the start of the budget year. The council therefore did not consider the budget at least 
30 days before the start of the budget year. 

(b) Contrary to section 17, the following documents were not included with the tabling of the 
budget: 

• There was a projection of cash flow for the budget year broken down per month however there 
was no differentiation between the revenues sources; 

• Any proposed amendments to the budget related policies of the municipality; 

• Any particulars of the municipality’s investments; 

• Proposed cost to the municipality for the budget year of the salary, allowances and benefits of 
each political office bearer, councillors, municipal manager, chief financial officer and senior 
managers. 

(c) Contrary to section 29, unforeseen and unavoidable expenses incurred were not 
authorised by the Mayor. No steps were taken to rectify or prevent unforeseen and unavoidable 
expenditure. The MEC for local government in the province and the Auditor-General were not 
informed of any unforeseen, unavoidable and unauthorised expenditure. 

(d) Contrary to section 52(d), the mayor did not within 30 days of the end of each quarter 
submit a report to the council on the implementation of the budget and the financial state of affairs 
of the municipality. 

(e) Contrary to section 70(1), the accounting officer did not report in writing to the municipal 
council the following: 

• Any impending shortfalls in budgeted revenues, and any impending overspending of the 
municipality’s budget 

• Any steps taken to prevent or rectify such shortfalls or overspending. 

(f) Contrary to sections 122 and 126, the municipality did not disclose the required bank 
account details in the notes to the financial statements. 



(g) Contrary to section 124, the following information was not included in the financial 
statements: 

• A statement on whether or not the salaries, allowances and benefits are within the upper limits 
of the framework envisaged in section 129 of the Constitution should be included in the 
financial statements by the accounting officer. 

• The arrears owed by individual councillors to the municipality for rates and services should be 
included in the financial statements with a reference to the time the mentioned arrears are 
outstanding. 

• Salaries, allowances and benefits of the municipal manager, chief financial officer and every 
senior manager must be disclosed per person and not as a total. 

(h) Contrary to sections 127, and 130 the annual report of Lekwa-Teemane Local Municipality 
was not tabled in a council meeting within 7 months of the end of the previous financial year. 

(i) Contrary to section 129, oversight reports and copies of minutes of council meetings 
where the annual report was discussed were not submitted to the Auditor-General. 

(j) Contrary to section 131, all the issues raised in the previous year audit report was not 
addressed by Lekwa-Teemane Local Municipality. 

6.5.2 Municipal Systems Act, 2000 (Act No. 32 of 2000) 

(a) Contrary to section 5(1) the community was not regularly and adequately informed of 
decisions of the municipal council. The municipality did not regularly and adequately disclose to 
members of the local community information pertaining to the state of affairs of the municipality, 
including its finances. 

(b) Contrary to section 67, the human resources policy does not cover the following matters: 

• The supervision and management of staff; 

• The promotion and demotion of staff; 

• The transfer of staff; 

• The investigation of allegations of misconduct and complaints against the staff; 

• The dismissal and retrenchment of staff. 

(c) Contrary to section 95, there are no mechanisms to monitor the response time and 
efficiency in complying with all the requirements mentioned in section 95 of the act. 

6.5.3 Housing Act, 1997 (Act No 107 of 1997) 

Contrary to section 10(4)(f), detailed statements showing the results of the previous year’s 
transactions and the balance sheet in respect of the separate accounts concerning the national 
housing programme were not submitted to the accounting officer of the provincial housing fund. 

6.6 Internal control 

6.6.1 Various control weaknesses were identified in the salaries, wages and allowances 
system. 

6.6.2 An independent senior official did not review and authorise journal entries. 



6.6.3 Inadequate control was exercised over the receipt of cash. Instances were noted where 
cash deposited was less than the actual cash received for the specific day. Senior officials did not 
monitor and review shortages. 

6.7 Financial administration 

At year-end 53 vacancies existed within the finance department. This had a serious effect on the 
proper functioning of the department and resulted in excessive overtime and a lack of segregation 
of duties. 


7. APPRECIATION 

The assistance rendered by staff of the Lekwa-Teemane Local Municipality during the audit is 
sincerely appreciated. 


ND Maphiri for Auditor-General 

Rustenburg 

30/11/2006 





